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Private Activity Bonds: An Analysis of State Use, 

2001 to 2006 



Summary 

State and local governments often issue debt instruments in exchange for the use 
of individuals’ and businesses’ savings. This debt obligates state and local 
governments to make interest payments for the use of these savings and to repay, at 
some time in the future, the amount borrowed. State and local governments finance 
capital facilities with debt rather than out of current tax revenue in order to match the 
time pattern of benefits from these capital facilities with the time pattern of tax 
payments. 

The federal government subsidizes the cost of most state and local debt by 
excluding the interest income from federal income taxation. This tax exemption of 
interest income is granted because it is believed that state and local capital facilities 
will be under-provided if state and local taxpayers have to pay the full cost. 

Generally, state and local governments issue two types of tax-exempt bonds: 
(1) governmental bonds and (2) private activity bonds. A portion of private activity 
bonds are subject to a federally legislated state- specific annual limit. The annual 
limit for each state is the greater of (1) state population from the previous year 
multiplied by an inflation adjusted dollar amount ($85 in 2008); or (2) an inflation 
adjusted annual minimum ($262,095 million in 2008). Most private activity bond 
volume (62.4%), however, is not subject to the state volume cap. This report 
identifies how each state, over the previous several years, has allocated private 
activity bond volume, including abandoned volume capacity. 

The report also discusses the expansion of the types of projects eligible for 
private activity bond financing since 200 1 . Approximately $55 billion in new private 
activity bond volume has been created by Congress since 2001. A series of estimates 
by the Joint Committee on Taxation suggests that the new bonds would reduce 
federal tax revenue by as much as $5.6 billion. In the 1 10 th Congress, various new 
proposals would further expand the types of private activities eligible for tax-exempt 
financing and modify the rules for existing qualified private activities. A selected 
group of legislative proposals are listed and summarized in this report including the 
proposed additional $10 billion in private activity bond capacity for housing. 

For more on tax-exempt bonds generally and private activity bonds specifically, 
see CRS Report RL30638, Tax-Exempt Bonds: A Description of State and Local 
Government Debt, by Steven Maguire, and CRS Report RL31457, Private Activity 
Bonds: An Introduction, by Steven Maguire. For more on tax credit bonds, see CRS 
Report RS20606, Tax Credit Bonds: A Brief Explanation, by Steven Maguire. This 
report will be updated when new data become available. 
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Private Activity Bonds: An Analysis of State 
Use, 2001 to 2006 

Overview 

Observers of the bond market group tax-exempt state and local government 
bonds into two broad categories: governmental and private activity. 1 Broadly 
speaking, Congress limits the use of tax-exempt private activity bonds (PABs) to 
selected activities. Recently, the opportunity to issue PABs has expanded as 
Congress has increased the range of projects and activities that qualify for tax-exempt 
status. This report focuses on state use of private activity bonds and the recently 
added activities eligible for tax-exempt financing. Approximately $55 billion of 
additional capacity has been added since 2001. In separate estimates, the Joint 
Committee on Taxation (JCT) projected that these new provisions would reduce 
federal tax revenue by approximately $5.6 billion over a 10-year period. 2 

In the 110 lh Congress, several legislative proposals have been introduced that 
would likely expand the volume of private activity bonds including housing stimulus 
legislation that would increase housing PAB volume by $10 billion (H.R. 5720 and 
H.R. 3221). The next section describes governmental and private activity bonds in 
more depth and is followed by a presentation of recently published bond data. The 
last section discusses legislation. 

Governmental Bonds 

Governmental bonds are issued by state and local governments to finance 
governmental activities and public infrastructure construction such as roads, 
courthouses, and schools. The bonds are tax-exempt, meaning the holder does not 
have to pay income taxes on the interest income earned on the bonds. There is no 
federal limit on the volume of governmental bonds. In 2005, roughly 19,591 
governmental bonds were issued, with a total volume of $31 1.3 billion. 3 This total 
includes “new money” and bonds used to refund outstanding debt. In 2005, 14,939 
“new money” bonds were issued with a face value of $15 1 billion. Refunding bonds 
are typically issued during periods of relatively low interest rates. 



1 Technically, private activity bonds that receive tax-exempt status are called qualified 
private activity bonds. For this report, the modifier “qualified” has been dropped. 

2 The $5.6 billion is the sum of each, separate, JCT revenue loss estimate as published in 
their General Explanation documents for each respective Congress. Full citations are 
available in the sources note for Table 3 of this report. 

3 Cynthia Belmonte, “Tax-Exempt Bonds, 2005,” SOI Bulletin, Fall 2007, vol. 27, no. 2. 
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Private Activity Bonds 

In contrast to governmental bonds, Congress places restrictions on the issuance 
of private activity bonds (PABs) to limit their use . PABs are bonds where (1) more 
than 10% of the activity financed by the bonds is private activity and (2) more than 
10% of the revenue used to repay the bonds is generated by activity at the financed 
facility. Congress has identified a subset of private activities that can be financed 
with tax-exempt bonds. The so-called qualified PABs, thus, are more like 
governmental bonds. Some qualified PABs are subject to a federally imposed annual 
state-by-state limit or “cap.” Other qualified PABs are subject to a national limit, a 
separate state cap, or no cap at all. 

The IRS reports that in 2005, total PAB “new money” volume was $54.7 billion 
and of that, $20.5 billion was subject to the volume cap. Each state is free to select 
the mix of qualified activities and to determine the total amount of private activity 
bond volume under the cap. Most states use the total annual volume cap, though 
some states do “abandon” capacity — that is, leave some capacity unused. 

State use of PABs is of interest to Congress as the number of activities eligible 
for tax-exempt financing has expanded significantly since 1986 and accelerated since 
2001. 4 If additional new activities are subject to the same cap as existing activities, 
competition for cap space could limit the effectiveness of the tax preferences for 
these activities. In addition, expanding the number of private activities eligible for 
tax-exempt financing, particularly proposals with separate caps, may influence the 
market for governmental bonds, as the new bonds would put upward pressure on 
market interest rates. Higher interest rates, in turn, may constrain the ability of some 
state and local governments to issue debt. And finally, issuing more tax-exempt 
bonds would reduce federal revenues, contributing to a larger budget deficit. 
Congressional action in the tax-exempt, private activity bond market will have a 
disparate impact on the states, as each state has different objectives for PABs. 

The next section uses two data sources to analyze the activities financed by 
private activity bonds in each state. The first set of data, from the Internal Revenue 
Service (IRS), examines all state and local bonds issued in 2005. The second set of 
data, from a survey administered by the Bond Buyer publication, a unit of Thomson 
Financial Inc., is more narrowly focused on bonds subject to the volume cap and 
includes data for 2001 through 2006. 



Use of Private Activity Bonds 

Periodically, the Internal Revenue Service (IRS) compiles bond data contained 
in the information return, Form 8038. 5 This form is filed by issuers of tax-exempt 



4 For more, see CRS Report RL3 1457, Private Activity Bonds: An Introduction, by Steven 
Maguire. 

5 IRS data are all from Cynthia Belmonte, “Tax-Exempt Bonds, 2005,” SOI Bulletin, Fall 

(continued...) 




